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(411 values in million U.S.dollars unless otherwise stated) 


KEY ECONOMIC INDICATORS, DENMARK, DECEMBER 1971 
Item, and date of most recent data 1969 19790 1971 *Change 
GNP at current prices 14,120 15,600 17,160 +10% 
GNP at constant (1969) prices 14,120 14,630 15,030 +2.75% 
GNP, per capita, constant prices $ 2,889 2,973 3,030 +2% 
Investment, % of current GNP 22.5 22.0 21.3 
Money Supply (9/71 35950 35934 4,360 +13% 
Bank Lending (9/71 59727 6,112 6,221 +5% 
Fiscal Surplus(+)or Deficit(-)(9/71) + 257 + 196 - 5 
Central Government Debt (9/71) 557 381 385 -28% 
Domestic, incl.current acct. 171 - 91 - 114 
External, ex. IMF 386 472 499 +14% 
Official Discount Rate (%) 9.0 9.0 7.5 
Banks' lending rate (%) 11.5 11.5 10.0 
Effective yield,4.5% Gov.Bond 1997(%) 10.7 11.2 10.9 
Current Balance of Payments (9/71) - 411 -539 - 364 
Gold&Foreign Echange Reserve (11/71) 414 446 581 +27% 
Farm Production, current prices 1,482 1,546 1,550 
of which animal products 1,208 1,298 1,300 
Grain Production, 1,000 metric tons 6,775 6,232 7,043 +13% 
Industrial Production, current PEG GSO, 294 6,940 7,225 +4% 
Elec.Power Consumption, Mill.kWh 12,903 14,313 10,921 +6.4% 
Construction Starts, 1,000 sq.meter 10,321 9,540 7,685 +1% 
Residential (9/71) 6,692 5,601 4,736 +3% 
Business 2,527 2,480 1,993 +9% 
Institutional 1,102 1,460 956 -20% 
No.homes in process, end of period 61,8593 54,913 54,175 -13% 
Employment, manufacturing (1,000)9/71 303 300 298 -3.4% 
construction 178 179 178 -1% 
non-owner farm (summer) 38 34 35 +2% 
Insured unemployment aren yr.proj. 31 24 30 +25% 
% of insured) 3.9 2.9 3.8 
Indices (Base year in parenthesis) 
Hours worked in manufacturing (1968) 104 98 -5% 
Hourly Industrial wages (1968) 111 124 144 +16% 
Consumer Retail Sales (1968) 110 123 132 «= +7% 
Cost-Of-Living, ex. taxes (1963) 134 142 150 +5.6% 
Consumer Prices, incl.taxes (1964) 1968237 145 154 +5.9% 
Wholesale Prices, imports & Aamnenhe 104 112 116 +3% 
Imported Raw Material Prices(prev.yr.) 103 110 105 +5% 
Building Costs, apartments (1955) 202 227 250 +10% 
one-family, ex.profits & tax (1968) 109 118 127 +7 4% 
Foreign Trade (9/71) 
Total Exports f.o.b. 2,959 3,289 2,589 +9% 
Exports to the United States 272 281 228 +11% 
Total Imports c.i.f. 3,798 4,384 3,330 +5% 
Imports from the United States 293 327 277 +16% 
Imports from West Germany 725 827 613 +14 
Imports from Sweden 592 700 548 +10% 
Imports from United Kingdom 522 609 44g +3% 


Main Exports to U.S.: Meat, Dairy, and Fish Products, Industrial Equip- 


ment, Furniture, Textiles & Garments. 


Main Imports from U.S.:Industrial and transport Equipment, Soybeans, 


Tobacco, Grain and Feedstuffs, Chemicals. 


Summary 


The slackening of the Danish economy, already felt in 1970, continued 
in 1971, Public spending and industrial exports were the major stimu- 
lative forces, but production rose little and the overall growth rate 

this year will be under 3 percent, However, the depressed housing 
industry began to recover by mid-year and consumer demand picked 

up in the last quarter, boosted by wage rises and tax refunds. Further 
expansion is expected during 1972, probably toward the full employment 
level by the end of the year, The new government has introduced a 
less restrictive budget for next fiscal year and a program of investment 
tax credits, housing subsidies, and public works. A 10 percent import 
surcharge, to be gradually removed before Denmark's expected entry 
into the European Communities in 1973, and extensive government 
borrowing abroad are designed to improve the balance of payments and 
foreign exchange reserve positions, already helped somewhat by 
reduced imports this year. 


The Danish krone performed surprisingly well in the floating currency 
market and, in the re-alignment of gold parities, followed the other 
Scandinavian currencies ina 7,5 percent revaluation against the U.S. 
dollar. 


Denmark completed negotiations for membership in the European 
Communities by 1973 and expects to sign the accession treaty in early 
1972 together with the United Kingdom, Ireland and, hopefully, Norway. 


American exports to Denmark show a good record for 1971 despite 
market slackening. U.S. industrial equipment, in particular, gained 
ground, Prospects for 1972 remain favorable, but may be temporarily 
affected by the import surcharge, 








CURRENT ECONOMIC SITUATION AND TRENDS 


Slowdown Halted, Slight Expansionary Trends 


The slowdown of the Danish economy which began in the last quarter 
of 1970 became stronger in the first half of 1971, but trends flattened 
by mid-year and turned slowly upwards in the last quarter. Rising 
industrial exports and public spending are the major expansionary 
forces. Consumer demand did not begin to rise again until the last 
quarter of the year, and private investment will not exceed last year's 
level, The overall growth rate of the economy will stay well under 
3 percent in 1971 (in real terms), a decline from the 7.5 percent and 
4.5 percent, respectively, of the two preceding years. Although 
unemployment has been significantly higher in 1971 than in 1970, 
continuing wage rises have added to the cost push, and the overall 
rate of inflation is still 6 - 7 percent. Reduced domestic demand 
eased the pressure on imports, and the trade and payments deficits 
are moderately down, 


Small Growth in Production Sectors 


Expansion in 1971 has been concentrated largely in public and private 
services. Output is up very little in the production sectors, A very 
favorable grain crop, larger even than the 1968 and 1969 record 
harvests, will be somewhat offset by reductions in other field crops. 
Animal production is about the same as last year, corresponding to 
flat export developments, A reduction in animal stocks indicates 
that a farm production increase is not imminent, 


In the non-farm sector, manufacturers' rather sanguine expectations 
were disappointed as domestic orders declined and export orders 
rose less than had been hoped. As production stagnated or fell, and 
inventories increased, industry laid off workers and modified invest- 
ment programs, The current outlook is for a moderate resumption 
of production growth with expectations hinging upon export orders 
rather than domestic. 


Home and Plant Construction Recovering 
The total production volume in the construction industry in 1971 will 


remain some 10 percent below last year's level, but the sector has 
registered slow recovery since mid-year, Construction starts took 


a dive in the second quarter but emerged strongly in the third. However, 
the overall volume of business construction in process has remained 
stable for several years, On the other hand, industrial investors are 
holding back on equipment purchases, While imports of machinery 

and equipment are still rising, the rate of increase in 1971 is only 
one-third of that of the preceding year, 


Homebuilding fell off sharply in late 1970 and early 1971, but has since 
shown moderate expansion, The number of home units under con- 
struction is still some 13 percent lower than the 1969/70 peak and 
forecasts are not overly optimistic. Contractors are being squeezed, 
some to the point of bankruptcy, between high financing and labor costs 
and the market's understandable reaction to exhorbitant rent levels in 
new housing developments. Recently appropriated increases in home 
subsidies may provide an incentive, especially to non-profit housing 
societies, 


Consumer Spending Helped by Tax Refunds and Reduced Savings 


Price and tax increases kept consumer spending down to levels little 
above last year's until September, when general cost-of-living wage 
rises coincided with large refunds on 1970 income taxes, The sudden 
boost of sales in September-October, at rates, in real terms, 6 per- 
cent higher than the previous year, was also helped by a rush on 
products being subjected to the 10 percent import surcharge (see next 
section), Automobile sales, in particular, felt this latter effect with 
a sudden sharp upward spurt in October. Increases in consumer 
spending this year, particularly the more recent rises, appear to have 
been financed in part by a reduction in the rate of private savings. 


Although the stability of the recent rise in sales volume is uncertain, 
several factors should provide incentives to consumer spending in 
1972. Price increases, augmented by the cost effect of the import 
surcharge, are almost certain to trigger at least two cost-of-living 
wage increases next year. Also, for technical reasons, the tax 
authorities have chosen to apply 1970 income tax progression rates 
on rising 1972 incomes, The effect will be a tax collection lag, 
probably at the rate of two percent of incomes, 


New Government, New Economic Policy 


The Social Democrats, whom the September national elections returned 
to power on the narrow majority (together with the left Socialists) of 








one seat, are cormmitted on an economic policy of continued fiscal and 
monetary tightness, credit market planning, high employment, and an 
ample supply of new homes at prices the common worker can afford, 
Cheaper money is being given priority over lower taxes, 


The new government's first actions were directed against the balance 

of payments deficit and the low foreign exchange reserves. A temporary 
10 percent import surcharge, levied on about 50 percent of imports, was 
an unprecedented move by otherwise low-tariff, liberalistic Denmark 
and was welcomed neither at home nor abroad, The surcharge is 
scheduled to be scaled down in steps, and to be abolished on April 1, 
1973, by which time Denmark expects to be a member of the European 
Communities (EC). Raw materials and some semi-manufactures are 
exempt; consumer goods and investment goods are not, 


Whereas the surcharge may temporarily curtail imports, hence fulfilling 
its purpose of mitigating the payments deficit, it may also dampen 
industries' already subdued investment spirits. It will most certainly 
add to the already strong inflationary pressures, As an apparently 
unwanted and uncalculated side-effect, it presents an obstacle to the 
continuation of industrial specialization across borders which has 
developed within the duty-free European Free Trade Area (EFTA). (To 
the extent identifiable, the surcharge is refunded on exports out of 
EFTA, but not within EFTA.) 


While the actual effects of the surcharge cannot be ascertained as yet, 
the government's second move, the borrowing of 1,200 million kroner 
($160 million) in the international market, provided an immediate 

35 percent increase to the exchange reserves, This may offer pro- 
tection to the Danish krone during the current uncertain international 
monetary situation, and may also pave the road for a reduction in the 
domestic interest level which has been kept high to prevent outflow 

of capital. 


Tax Credits to Industry and Public Works to Mitigate Unemployment 


If manufacturers were unhappy about the surcharge, they were little 
consoled by the 10 percent investment tax credit which they got in 
return for the cost increase. Business in principle opposes variations 
in tax depreciation rules because of the unstable element it brings to 
investment planning. Additional funds granted for public works in 
unemployment-ridden areas and for industrial development and export 
promotion are presumably too limited to have any great impact overall. 


Stronger incentives for the 1972 economy may be provided by the new 
fiscal budget which was submitted to the parliament at the end of 
November. While spending is to be up some 15 percent, the budget 
surplus is slated to be cut by one-third. Without the surcharge, it 
would have been down to one-third of the present year's surplus. 

The fact that the three-year forecast, normally accompanying the 
budget, was delayed until next spring indicates that closer scrutiny 
is being given to projections of longer-term budgetary developments, 
and that the FY 1972/73 budget may still be modified before adoption 
next March, However, at present, a significant weakening of fiscal 
policy next year is indicated. 


Money Supply Eased, But Credit Still Restricted 


Money supply continued to tighten to the point of decline until mid-year, 
then began to ease upward. Government accounts were rather heavily 
in the red during the first half of the fiscal year (April through October), 
and central bank advances rose slightly. Because bank lending is 

still restricted, with some exceptions, at the February 1970 level, 

bank liquidity has become more ample, but this situation is expected 

to be reversed in the first quarter of 1972 under the impact of strong 
fiscal contraction. Such movements are largely unplanned, being the 
result of seasonal irregularity of public outlays and collections, which 
each year cause strong cyclical liquidity movements, As an antidote, 
the special reserve deposit requirements imposed on the banking system in 
1969 were suspended on October 1, 1971, and the central bank has 
pledged increased advances to banks to prevent a liquidity squeeze in 
early 1972, This action may in turn protect the already strained bond 
market from pressures which would arise if the commercial banks 

were forced to stay liquid through bond sales, Central bank support 

of the bond market has been small in 1971 and effective bond yields, 
though slightly declining since August, are still close to ll percent, 


The government is critical of the credit associations for being too 
liberal in property assessments, and current negotiations may lead to 
narrower mortgaging limits. The building slowdown should provide, 
on the other hand, some delayed easing of bond market pressures, 
The small Copenhagen stock market has been quite depressed this 
year, but recently showed indications of having bottomed, Thus far, 
however, only shipping, small banks, and insurance have climbed 
above the January 1970 level, 








Declining Imports Mitigate Trade and Payments Deficits 


Terms of trade have not been favorable to Denmark in 1971. Import 
prices have gone up at twice the rate of export prices, particularly 
for such important imports as tobacco, oilseeds, fuels, machinery 
and automobiles, On the export side, price gains for butter and eggs 
did not compensate for losses on cattle and meat, Industrial exports 
gained slightly. Quantitatively, farm exports stagnated but industrials 
rose, 


The overall improvement in the trade balance and the welcome reduction 
in the recurring trade deficit is due mainly to a sharp reduction of 
imports since the second quarter, Discounting the few major items 

that showed rising imports (petroleum, grains and oilseeds), imports 
show no increase this year by value and are down in quantity. Quite 
apart from iron and steel which could not be expected to hold the 
extraordinarily high import level registered in 1970, the import 

decline hits the entire line of raw materials for Danish industries, 
hence must be considered temporary, and in keeping with the slackening 
of the economy recorded in 1970 and 1971. 


With earnings from shipping, tourism, and other invisibles remaining 
about constant, the foreign trade savings have been directly reflected 
in a corresponding mitigation of the payments deficit which had set 

an all-time record in 1970. Unfortunately, the improvement will 
probably be shortlived, as economic activity picks up. Fears of new 
large deficits were implied in the Danish government's surcharge 
introduction and its foreign borrowing to bolster reserves, 


Accelerating Wage and Price Rises 


The reduced demand for goods and labor left trends in wages and prices 
quite unaffected thus far. If anything, both are moving upwards faster 
than last year, Hourly industrial wages are up close to 17 percent, on 
the average, including certain contractual compensations and wage 
escalations at regular semi-annual intervals at about 2 percent each 
time, About half the wage increase is accounted for, however, by 
wage drift: improved piece rate earnings and locally or individually 
bargained wage improvements. The wage drift rose sharply in 1970 
but is even somewhat higher in197l. Already registered movements in 
the cost-of-living index makes it safe to assume that semi-annual wage 
escalation will take place also in 1972. 


The viciousness of the inflationary circle is clearly illustrated by the 
fact that taxes and price increases have absorbed close to the entire 
gain in money earnings. Price controls provided only temporary relief, 
Since their expiration on April 1, consumer prices have risen at an 
annual rate of 8 percent. The annual increase in consumer costs will 
be about 6 percent, only moderately less than last year, 


The cost increase is largely of domestic origin. The higher prices 

for imported raw materials, up 9 percent in the first quarter, became 
gradually moderated in the second and, in the third quarter, were almost 
down to last year's level. Unfortunately, the cost-reducing factors, 
which this development might offer, will be more than offset by the 
continuing wage increases, 


In the construction industry, the marked slowdown of activity, and the 
contraction of the market for both one-family homes and apartments, 
modified price increases a little to rates of 7 - 9 percent against 

9 - 11 percent last year; but, still, construction wages remain 

14 - 21 percent above average wages in the manufacturing industries. 


Danish Kroner Revalued Against Dollars 


In the floating international money market between August 15 and 
December 17, the Danish krone performed stronger than might have 
been expected in view of its negative balance of payments and 
sensitive foreign exchange reserve position. In the December 20 
general realignment, the Danish krone, together with the Swedish 
and Norwegian krone, was devalued one percent against gold and 
revalued 7,5 percent against the dollar to a new parity of 6.98 kroner 
to $1.00. The realignment devalues the Danish krone slightly against 
sterling and somewhat more against the Deutschmark. Since the 
U.K. and West Germany are Denmark's two largest trading partners, 
these parity adjustments should provide it some trade benefits. 


Denmark Is Ready To Join Europe 


In the final round of the EC enlargement negotiations in Brussels, 
Denmark was granted most of the minor concessions it had requested, 
and is now ready to sign the accession treaty together with U.K. and 
Ireland early in 1972. Denmark still hopes that the Norwegian fishery 
dispute with EC may be settled in order that Norway too may become 
a full member at that time. It remains important for Denmark that 
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the close commercial and cultural ties with Norway and Sweden do not 
become torn by an isolated Danish entry into EC, However, whereas 
British full membership of EC was a definite condition for Danish 

entry, the more vaguely formulated conditions with respect to Nor- 
wegian and Swedish relationships to EC have become gradually 
modified, The present Danish government, in line with its predecessor, 
apparently now feels confident that the arrangements to be attained by 
the other Nordic countries will be "satisfactory". The question remains 
whether the general public feels the same way, and Danish membership 
of the European Communities eventually will be contingent upon a 
referendum in the summer of 1972. 


IMPLICATIONS FOR THE UNITED STATES 


Good to Excellent Performance in Slack Market 


On the whole, American exporters this year have done extremely well 
in the otherwise slackening Danish market. Admittedly, some few 
major items accounted for most of the success while other traditional 
exports merely registered stable sales in declining markets. Both 
short and longer term prospects must be considered favorable despite 
the uncertainties attached to the pace at which economic growth will 
be resumed in 1972. 


The 10 percent import surcharge may have slightly depressing effects 
upon investment, hence on the importation of capital equipment, This 
is the major item among the 45-50 percent of American exports hit 

by the surcharge. Other items affected are fruit and vegetables, 
manufactured tobacco products, some chemical and plastics products, 
semi-manufactured wood products and rubber goods, textiles and gar- 
ments, and most metals and paper goods. 


Industrial Machinery Gains Market Shares 


The more temperate investment climate in 1970 reduced the rate of 
increase in Danish machinery and equipment imports, but American 
exports to Denmark registered record performances, Even without 

the unusually large sales of jet engines, non-electrical machinery 
exports were up 25 - 30 percent. Food processing and packing 
machines, printing equipment, and data processing equipment lead, 
while there is some weakening for textile and transportation machinery, 
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Reduced sales of navigational aids and transistors affect the overall 
rate of export of electrical equipment and instruments, but, apart from 
these items, the market appears stable. Surgical, medical, and 
veterinary instruments sell well; various measuring devices, less so, 
The U.S. is a regular supplier of aircraft for the Scandinavian Air- 
lines System though the registry under Danish flag is down somewhat 
this year, American exports to Denmark of other transportation 
equipment are fairly small but rose in 1971 in an otherwise declining 
market, 


Industrial Raw Materials and Semi-Manufactures Weaker 


American exports of bulk chemicals and pharmaceuticals declined as 

the Danish market contracted, but the U.S. still supplies about half 

of the Danish imports of ammonia and a good share of nitrogen 
compounds, Reduced American exports of raw plastics are charged 

to reduced U.S. supplies as well as to rising domestic production, 
American exporters are also feeling the current market weakness for 
selected wood products, but have improved their small share of the 
markets for textile fiber and specialized non-ferrous metals products 
despite reduced overall Danish imports of these commodities. Relatively 
slow recovery of the markets for raw materials and semi-manufactures 
must be expected during 1972 in pace with developments in manufacturing 
and construction, 


Record Sales of U.S. Grains, Soybeans and Meal 


The small Danish grain harvest in 1970 increased demands for imported 
feedgrains and U.S. corn sold very well, particularly in the second 
half of the year when French corn subsidies had been discontinued, 
Denmark also imported American barley for the first time in several 
years, and overall U.S. grain exports to Denmark rose by close to 

80 percent, The much better Danish grain harvest in 1971, concomit- 
antly with some reduction in livestock, reduce U.S, grain export 
potentials for 1972, 


The U.S. holds the Danish market for soybean 100 percent, Sales in 
1971 registered an all-time record, although the cycle of supply was 
disturbed by the U.S. dock strikes, Since Danish crushing capacity 
is not expected to expand, the market must be considered stable. 


In a declining market for oilcake, the U.S. competitive position was 
improved by reduced freight rates and importers' preference for 
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high-quality American soybean meal, the export of which was more 
than doubled, Contingent upon competitive prices and freight rates, 
both short and long term prospects for this commodity are excellent, 
In the longer term, demand for imported feedstuffs may rise if 
Denmark becomes a member of the European Communities, and 
regains access to the European markets for livestock products, 


The usually stable Danish market for American raw tobacco yielded 

a little in 1971 to increasing competition from Canada and Malawi. 

Dock strikes also interrupted scheduled deliveries of American tobacco, 
Although U.S. tobacco is likely to retain its position on the Danish 
market, its high price makes it increasingly susceptible to com- 
petition from other sources. In the longer term, Danish EC member- 
ship may adversely affect U.S. sales. 


Fruit and Vegetables Meet Obstacles, Shrimp Market Secured 


The very good performance of American fruit and vegetables in the 
Danish market in 1970 was not maintained this year and sales reverted 
to the 1969 level. Several factors contribute to the decline, Lower 
prices were offered by several competing countries and U.S. citrus 
was in short supply. The West Coast dock strike also handicapped 
sales of many fresh items, The existing potential for an increasing 
market has been somewhat curtailed by the Danish import surcharge. 


Another small but successful American export, Alaska shrimp, showed 
further progress in 197l, and prospects remain good, Shrimp’ were 
initially subject to the import surcharge, but sharp protests from 
Danish processors, who had recently expanded plant facilities, 

gained a surcharge exemption. Expanding sales may be anticipated, 
particularly during winter months when local landings are low. 


U.S. Trade Missions to Denmark 


The Department of Commerce sponsored an official U.S. Trade Mission 
to Scandinavia which spent four days in Copenhagen, Also, a twenty- 
man delegation from Illinois sponsored by the Chicago Association 

of Trade and Industry visited Copenhagen in September. Industry- 
organized and government-assisted missions are planned for 1972. 
These missions which are selected by U.S. industry and supported 

by the Department of Commerce have, because of their well defined 
targets, shown themselves to be very effective. 


Significant WS; Export Possibilities 


It appears that there is greater than average potential for increasing 
sales of the following items: 


SITC No. 

03 Selected Fish Products 71 Industrial Equipment 
08 Oilcake Meal 72 Electrical Equipment 
68 Non-Ferrous Metals 86 Instruments 
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